The main financial challenge facing small and medium enterprises (SMEs) is access to affordable credit over a reasonable period. Despite the financial reforms aimed at improving SMEs, access to finance to improve their performance and growth, access to finance for SMEs remains a recurrent problem. This is even more pronounced for commercial loan financing and as long as banks apply the same lending principles to SMEs as to big firms, small businesses will be deprived of key access to finance. The structure and management of majority of SMEs is less developed with weak internal controls making the availability of information for risk analysis by the banks and micro-finance lenders inadequate. This research therefore led to an argument that the inherent weaknesses in the internal control structures of SMEs deny them access to commercial loan financing. SMEs in Uganda, suffer from constraints that lower their resilience to risk and prevent them from growing. Findings of the study indicated that the soundness of the various internal controls was a significant predictor for access to commercial loan financing. More specifically firms with sound asset control and an independent review stood a better chance of accessing funding. It was thus recommended that; SMEs work on setting up or improving their preventive and detective internal controls and risk management systems while ensuring that the installed systems are appropriate to their size and organizational complexity in order to improve their chances of accessing the much desired capital.
INTRODUCTION

Background to the study
The privatization drive and the civil and public service reforms that began in early 1990s laid a foundation for an increased number of small and medium scale enterprises (SMEs). By 2002, small-scale business enterprises were employing approximately 2,000,000 and serving about 6,000,000 people at business and household level. A challenge for many SMEs is access to finance; indeed most small businesses rely on accumulated earnings to provide the capital for investment and growth (Cobra, 2006) . The availability of external finance for SMEs is a topic of significant research interest to academics and an *Corresponding author. E-mail: mbukenya@mubs.ac.ug or mosesbukenya@yahoo.com. Tel: +256772881525. issue of great importance to policy makers around the globe. The criteria used by commercial banks for lending to private sector are too tight and technically exclude borrowing by SMEs which find it difficult to meet the eligibility criteria (Tagoe et al., 2005) .
This research led to an argument that the inherent weaknesses of internal controls in SMEs deny them access to financial services. Internal controls are a process employed by an organization's structure, work and authority flows, people and management information systems, designed to help the organization accomplish specific goals or objectives (COSO, 2011) . It is a means by which an organization's resources are directed, monitored and measured. It plays an important role in preventing and detecting fraud and protecting the organization's resources, both physical (for example, machinery and property) and intangible (for example, reputation or intellectual property). SMEs in Uganda, suffer from constraints that lower their resilience to risk and prevent them from growing and attaining economies of scale (Kasekende and Opondo, 2003) . The objectives of the internal control structure of an entity are: to provide reliable financial statements and accounting records, safeguard the entity's assets, and promote operational efficiency and effectiveness, promote adherence to management's policies and procedures (Robert and Charles, 2006) .
In order for the bank to make a risk analysis and assess a business' application for a loan, there is need for a considerable amount of information. With appropriate internal controls in place, it is posited here that, strong internal controls would ensure that such information is readily available and the perceived risk of the business would be considerably low. The problem for SMEs is that they have small accounting departments and often they have no accounting department at all. The absence of a sound accounting system in SMEs usually results into poor business performance, insufficient information, and hence the most important reasons why SMEs do not succeed in acquiring credit from banks (European Communities, 2003) . SMEs should therefore set up internal control and risk management systems, which are appropriate to their size and organizational complexity.
Problem statement and purpose of the study
The main financial challenge facing SMEs is access to affordable credit over a reasonable period (Tagoe et al., 2005) . Despite the financial reforms aimed at improving SMEs' access to financing this remains a recurrent problem (Stijn, 2006) , this is even more pronounced for commercial loan financing and as long as banks apply the same lending principles to SMEs as to big firms, small businesses will be deprived of key access to finance (Cobra, 2006 ). Yet the structure and management of majority of SMEs is less developed with weak internal controls making the availability of information for risk analysis by the bank and micro lenders inadequate. The major purpose of the study therefore was to establish the relationship between the soundness of internal controls and access to commercial loan financing in SMEs of Uganda. The study was guided by several objectives including; determining the soundness of internal controls in SMEs, levels of access to commercial loan financing and the relationship between the soundness of internal controls and access to commercial loan financing.
Scope and justification of the study
This study looked at the internal controls comprising the Bukenya and Kinatta 7447 internal control environment, risk assessment, information and communication, monitoring and control activities with particular emphasis on activities that comprise physical control of assets, segregation of duties, review, approval and authorization of activities, adequate documentation and Independent performance review. Commercial loan financing was mainly viewed from the point of view of the commercial banks and microfinance institutions, with questions relating to access variables including availability, affordability, processing speed ability to meet lenders' collateral requirements and perceived flexibility of borrowing conditions. variables shown in Figure 1 . A study of this nature was significant in a way that the results allowed a reappraisal of the competing theories of access to finance for SMEs and other businesses in general by bring out a widely ignored demand side determinant of access to finance, that is, the soundness of internal controls. This issue is one of the most important topics, not only in Uganda, but globally, as testified by the number papers, books and international conferences on this subject that have taken place over time. It is therefore, hoped that the debate henceforth will generate a great deal of interest, not only among business practitioners, academic researchers, students and consultants, but also among the general public.
LITERATURE REVIEW
The researchers here present extant literature on the key variables under study. This review provided a deeper understanding of the soundness of internal control activities as well as access issues to formal external financing and this provided a basis for the conceptual framework as well as an informed analysis of the findings.
Soundness of internal controls
Internal control is broadly defined as a process by an entity's board of directors, management, and other personnel, designed to provide reasonable assurance regarding the achievement of objectives in terms of effectiveness and efficiency of operations, reliability of financial reporting and compliance with laws and regulations. Committee of Sponsoring Organizations (COSO) defines internal control as having five components. The COSO definition relates to the aggregate control system of the organization, which is composed of many individual control procedures. Discrete control procedures or controls are defined by the Securities Exchange Commission (SEC) as: "...a specific set of policies, procedures, and activities designed to meet an objective. A control may exist within a designated function or activity in a process. A control's impact may be entity-wide or specific to an account balance, class of transactions or application.
Controls have unique characteristics -for example, they can be: automated or manual; reconciliations; segregation of duties; review and approval, authorizations; safeguarding and accountability of assets; preventing or detecting error or fraud. Controls within a process may consist of financial reporting controls and operational controls (that is, those designed to achieve operational objectives). The self-assessment of internal control, commonly referred to as the internal control questionnaire (ICQ) is a tool utilized to assist in confirming the presence of a sound system of internal controls. Such a system includes fully documented policies and procedures which accomplish among other items the following: transactions that are executed according to management's general or specific authorization, transactions that are recorded as required for the preparation of financial statements which comply with generally accepted accounting principles, access to assets is permitted only according to management's authorization, the asset records are compared with the existing assets action is taken to reconcile any differences. The ultimate responsibility for strong system of internal control rests with management. On an annual basis, when submitting financial statement information, management must attest to the accuracy of that information along with the soundness of internal controls. Strong internal control structure can help your company, make better business decisions with higher quality, timelier information, gain (or regain) investor trust, prevent loss of resources, comply with applicable laws and regulations, and gain competitive advantage through streamlined operations (SICF, 1992) .
Control environment
The control environment sets the tone of an organization, influencing the control consciousness of its people. It is the foundation for all other components of internal control, providing discipline and structure. It means the overall attitude, awareness and actions of directors and management (that is, "those charged with governance") regarding the internal control system and its importance to the entity. They express it in management style, corporate culture, values, philosophy and operating style, the organizational structure, and human resources policies and procedures. Control environment is the foundation of an effective internal control system and begins with the "tone at the top" -the words and actions of the agency's leadership. Under an effective control environment, employees view internal control as essential and integral to doing their day-to-day job duties.
Risk assessment
An entity's risk assessment for financial reporting purposes is its identification, analysis and management of risks relevant to the preparation of financial statements that are fairly presented in conformity with generally accepted accounting principles. To many people, risk assessments (the second component of the COSO framework) are a mystery. This is not because they do not understand risk -everyone has to think about and assess risk every day -but because these everyday risk assessments are rarely written down or formalized. More generally, risk assessments help management identify control gaps and redundancies so that action plans can be formulated to plug control gaps, strengthen existing controls, or remove redundancies where applicable. To this end, the COSO framework provides a guide for documenting risk assessments. Other reasons for preparing risk assessments include providing management with knowledge of control activities in place, and using the resulting risk assessment documentation, especially process narratives, flowcharts, and risk grids, as a repository for information where there is staff turnover.
The COSO framework defines risk assessment as "…the identification and analysis of relevant risks to achievement of the [entity's] 
Information and communication
The information system relevant to financial reporting objectives, which includes the accounting system, consists of the methods and records established to record, process, summarize, and report entity transactions (as well as events and conditions) and to maintain accountability for the related assets, liabilities, and equity. Communication involves providing an understanding of individual roles and responsibilities pertaining to internal control over financial reporting. Pertinent information must be identified, captured and communicated in a form and timeframe that enable people to carry out their responsibilities. Information systems produce reports, containing operational, financial and compliance-related information, that make it possible to run and control the business. They deal not only with internally generated data, but also information about external events, activities and conditions necessary to informed business decision-making and external reporting. Effective communication also must occur in a broader sense, flowing down, across and up the organization. All personnel must receive a clear message from top management that control responsibilities must be taken seriously. They must understand their own role in the internal control system, as well as how individual activities relate to the work of others. They must have a means of communicating significant information upstream. There also needs to be effective communication with external parties, such as customers, suppliers, regulators and shareholders. (COSO, 2011)
Control activities
Control activities consist of the specific policies and procedures that are put in place to mitigate the risk of error, noncompliance, and fraud. Control activities occur throughout the organization, at all levels and in all functions. There are several categories of control activities: physical control of assets, segregation of duties, authorization of activities, adequate documentation, independent performance review, verifications and reconciliations, (Hayes and Schilder, 1999) . Companies that neglect to institute the required controls may find themselves in situations similar to those that led to the promulgation of Sarbanes-Oxley act in the first place, resulting in: increased exposure to fraud, sanctions from the SEC, unfavorable publicity (SOX, 2003) . Firms who care for the value of their franchise and long run profits have strong incentives to build sound internal control activities to reduce risks and fraud (Dermine, 2000) . The internal organizational structure and the environment in which it operates are continuously evolving, so the risks it faces are always changing. A sound internal control system therefore depends on a regular evaluation of risks to which the organization is exposed. The purpose of internal control is to help manage and control risk rather than to eliminate it. Even though it is not possible to provide complete assurance, the internal control system could be designed and applied to manage the nature and extent of risk to acceptable levels (for example, relating the cost of control to the significance of risk). Since risk assessment is the key for a sound system of internal control and governance, getting it right from the start is important (Financial Guidelines Series, 2001 ). The following activities are important.
Physical control of assets:
An agency must establish physical control to secure and safeguard vulnerable assets. Examples include security for and limited access to assets such as cash, securities, inventories, and equipment which might be vulnerable to risk of loss or unauthorized use. Such assets should be periodically counted and compared to control records, investigate and correct differences. Liquid assets, assets with alternative uses, dangerous assets, vital documents, critical systems, and confidential information must be safeguarded against unauthorized acquisition, use, or disposition. Examples of access controls to assets are as follows: locked door, keypad systems, card key system, badge system, biometric system, locked filing cabinet, (Saleemi, 1991) this is done to minimize errors and fraud and detect them in a timely manner when they take place. Key duties and responsibilities need to be divided or segregated among different people to reduce the risk of error or fraud. This should include separating the responsibilities for authorizing transactions, processing and recording them, reviewing the transactions, and handling any related assets. No one individual should control all key aspects of a transaction or event (ISA 315, 2004 ).
Authorizations of activities:
Access to resources and records should be limited to authorized individuals, and accountability for their custody and use should be assigned and maintained. Periodic comparison of resources with the recorded accountability should be made to help reduce the risk of errors, fraud, misuse, or unauthorized alteration. Transactions and other significant events should be authorized and executed only by persons acting within the scope of their authority. This is the principal means of assuring that only valid transactions to exchange, transfer, use, or commit resources and other events are initiated or entered into (Internal Control, 1999) .
Adequate documentation: Appropriate documentation of transactions and all transactions and other significant events need to be clearly done, and the documentation should be readily available for examination. The documentation should appear in management directives, administrative policies, or operating manuals and may be in paper or electronic form. All documentation and records should be properly managed and maintained (Internal Control, 1999) . Transactions should be promptly recorded to maintain their relevance and value to management in controlling operations and making decisions. This applies to the entire process or life cycle of a transaction or event from the initiation and authorization through its final classification in summary records. In addition, control activities help to ensure that all transactions are completely and accurately recorded (FEE, 2004) .
Monitoring
Monitoring is a process that assesses the quality of internal control performance over time. This is accomplished through ongoing monitoring activities, separate evaluations or a combination of the two. Ongoing monitoring occurs in the course of operations. It includes regular management and supervisory activities, and other actions personnel take in performing their duties. The scope and frequency of separate evaluations will depend primarily on an assessment of risks and the effectiveness of ongoing monitoring procedures. Internal control deficiencies should be reported upstream, with serious matters reported to top management and the board (COSO, 2011).
Internal controls and access to bank loan financing
Access is not easy to measure because it has many dimensions. Affordability, accessibility and timeliness of short-term and export credit are seen as major constraints. Of these, timeliness is a significantly more important factor than even the cost of financing, a fact that is not always adequately appreciated by bankers and other development finance institutions (Hibbert, 2000) . Accessibility (rigid lending conditions collaterals), affordability (costs of processing loans interests), timeliness (delays in approving requests), adequacy (may not approve entire request), lack of diversity of financial products, internal weaknesses within the firms, poor credit reputation (borrowers do not pay) are the main constraints faced by SMEs (Mvingira and Rutageruka, 2005) . This lack of access to financial services is reinforced by the geographical location of bank branches and rationalization in banking infrastructure, largely as a result of economic factors. Services need to be available when desired, and products need to be tailored to specific needs; the prices for these services need to be affordable, including all non-price transactions costs such as information processing costs or physical distance; and credit resources should not be limited to borrowers with connections, collateral or track record rather than projects with highest expected returns. Policy research report (PRR) on access to finance, 2006. SMEs draw financing from a variety of sources. Most SMEs rely on internal savings, retained earnings and borrowing from family, friends and money lenders (collectively known as 'informal sector') as opposed to the few which have access to formal sector finance (banks, capital markets, venture capitalists etc) It is important that SMEs compile financial statements to gain access to project finance. SMEs in early transition countries rarely prepare formal financial statements on a reliable basis. Lending money short term to finance working capital may not require formal financial statements in the case of micro enterprises. However, lending money long term to finance capital projects does require formal financial reporting for sound banking. Such statements signal that the owners of the enterprise acknowledge the claims of suppliers, lenders and owners according to their rank. They disclose the size of those claims in relationship to the size of the firm, and state whether or not the firm is solvent. A supplier of capital, faced with a refusal to supply financial statements, should not be confident that the enterprise has the intention of honoring its claims in the long run. SME loans are higher risk, particularly unsecured or under secured, but present a competitive edge and tremendous growth opportunities for lenders using an advanced lending methodology (Leete, 2006) . For the company requesting the credit: the external cost (cost of credit is high, because the perceived risk is particularly high for SME's) as well as internal cost (administrative cost to get a credit is high too (Jerome, 2001 ). Credit cost is worse for SME's in emerging markets. There is very limited transparency: all SME's hate to give figures, but the secrecy is even worse in most emerging countries.
Attitude of authority vis-à-vis information on companies is frequently ambivalent: they do not really encourage transparency. So credit management on trade credit extended to SME's in emerging countries is complex: both credit underwriting and credit monitoring (money for the lender is frequently made -or lost -in credit management after extending the credit). Hence, it is no surprise if there is very limited trade credit available for SME's in emerging countries and few institutions in emerging countries are ready to lend to SME's. And there is very little trade credit extended by suppliers to emerging countries SME's (Kasekende, 2001) .
SMEs in Uganda have the most difficulty in accessing finance because of the inherent risks perceived by banks which make their costs of finance quite expensive (Griffiths, 2002) . The micro business segment (SMEs) is historically the hardest commercial sector to find reliable and usable data upon which to base sound lending decisions. However, it potentially represents one of the most profitable lending segments in any emerging credit market. Unfortunately it is often difficult for banks to understand how SMEs work because of information asymmetries on both sides, and a lack of transparency. The most common equity financing used by SMEs is retained earnings; 51% of SMEs utilize this financial instrument. Only established companies with a strong history of persistent profitability will be able to access this form of financing (Heidrick and Nicol, 2002) . One of the major problems that banks are faced with internally in lending to SMEs in Ugandan is the poor standards of accounting and financial disclosure in transitional economies which made banks reluctant to rely on SME borrowers' financial statements and insist instead on adequate collateral. Yet this is a problem that could be addressed by a sound internal control structure. Such a problem leads to lenders questioning the SMEs' viability in the banks' judgment, which makes SME lending a higher credit risk (Kasekende, 2001) . A sound system of internal controls contributes to safeguarding the shareholders' investment and the institution's assets. They help ensure that the company is not unnecessarily exposed to avoidable financial risks and that financial information used within the business and for publication is reliable. They also contribute to the safeguarding of assets which would intern be used as collateral for borrowing purposes. In developing countries, commercial banks mainly have provided loans to (SMEs). Most of these loans are given to enterprises that have a relatively solid bottom line and sufficient financial data. SMEs are particularly vulnerable to a lack of credit availability, because they are so often informationally opaque (Berger, 1999; Berger and Udel, 2001 ). In contrast, larger enterprises with better business plans, more reliable financial information have easier time to obtain finance through traditional means.
METHODOLOGY
The researchers here present a description of the methodology that was employed in carrying out the study. It spells out the research design, the study population and area, the sampling methods, size and procedure, data collection, processing and analysis procedures Bukenya and Kinatta 7451 and techniques. A cross-sectional, exploratory research design was employed and owner managers of selected SMEs were targeted for response on internal control activities and access to commercial loan financing of SMEs. The survey targeted 198 manufacturing SMEs located in Kampala district derived from the SMEs registered by the USSIA, 2004. A random sample of 131 SMEs was selected and the researchers used a structured questionnaire on a 5-point Likert scale ranging from, 1= strongly disagree, 2 = Disagree, 3 = Not sure, 4 = Agree, to 5 = strongly agree. A pre-tested comprehensive structured questionnaire was used to collect relevant and reliable primary data that was then edited; coded and analyzed using scientific and computerized analysis packages such as SPSS and methods such as correlation and regression analysis were employed. To ensure reliability and validity of the instruments and to build confidence that the instrument would yield good results, the research instrument was tested for reliability and quality using the content validity index (CVI) and Crombachi's alpha coefficient which were all above 0.6 which implied that the instrument was highly valid and reliable.
PRESENTATION AND DISCUSSION OF FINDINGS
This chapter presents the analysis, interpretation and discussion of findings of the study based on the primary data analysis conducted by the researchers. It presents the findings on the soundness of internal controls activities and access to commercial loan financing for SMEs in Uganda.
Response rate and descriptive statistics
A high response rate (Table 1) was registered providing more confidence in the results of the study. An overall response rate of 95% was achieved with respondents in the foods and beverages sector showing 100% response rate followed closely by handcrafts and ceramics at 97%, then foods and beverages, 96%, textiles and leather, 95% and lastly services and others at 92%. Findings in Table 2 showed a relatively balanced representation of the male and female respondents at approximately 58 and 42% for males and females respectively. A further analysis of the sector representation in business participation revealed more women than men in textiles and leather, more men than women in foods and beverages, more men than women in metal and wood curving and the other entire business sector. This showed a male dominance in business involvement.
Soundness of internal controls in small and medium enterprises (SMEs)
Findings in Table 3 revealed significant differences in the application of the various internal control components. Practices relating to internal control activities were more prevalent (t = 88.63, p<0.01) than any other components of internal controls, followed by the internal control environment (t = 78.04, P<0.01), then monitoring (t = Table 4 revealed significant differences in perceptions on the existence of internal control activities among the various SME sectors. Using a t-test, it was revealed that the highest mean difference was recorded on the physical control of business assets (t = 98.037, p < 0.01), implying that more emphasis was put on securing the safety of assets such as cash, inventory and other physical assets of the businesses. Documentation appeared to be the next in importance (t = 77.734, p < 0.01) with the main documents kept including receipts and invoices, although some businesses did not put emphasis to their importance in their conduct of business. Independent performance review followed at (t = 67.767, p<0.01) with significant mean difference in perception on the existence of an independent performance review mechanism followed by authorization and approval (t = 59.988, p<0.01) and lastly segregation of duties (t = 37.273) as the least important or rather least existent internal control activity. This is not surprising as most of the SMEs were either managed by their owners or family members, creating little room for authorization and segregation of duties. Although the findings here are in agreement with common practice among SMEs, it is in contravention with the requirements in ISA 315, 2004 that requires no one individual to control all key aspects of a transaction or event. 
Internal controls and Access to commercial loan financing
Findings in Table 5 showed significant mean differences on access to commercial loan financing. These were limited to bank loan financing and micro financing for purposes of this research. A look at the findings indicates that bank loan financing provides a more significant source of financing to the industrial SMEs (t = 64.657, p<0.01) although, micro financing also provided an important source as well. For purposes of this study, access from the above sources was measured using access variables presented earlier in the conceptual framework and widely covered in extant literature. In line with this literature, timeliness was found to be a significantly more important factor than even the cost of financing/affordability, collateral requirement and many others. Slow loan processing speeds could be as result of inadequate information from the SMEs relating to their creditworthiness. Such internal control weaknesses have been largely ignored by the majority of firms. Internal control weaknesses within the firms, lead to poor credit reputation, a major obstacle faced by SMEs as identified by (Mvingira and Rutageruka, 2005) . Findings in Table 6 revealed significant correlations between most of the internal control components and access to both bank and micro finance loan financing. The internal control environment positively correlated with access to bank loan financing (r = 0.452, p<0.01) although, it had no significant relationship with access to micro financing. This finding provides an important insight on the discrepancy in considerations between banking and micro finance institutions in providing access to loans to SMEs in Uganda. Whereas banks would require a sound control environment, evidence here showed that micro finance institutions are less concerned. Therefore, unlike majority of micro finance institutions, SMEs that seek funding from banks must focus on improving their internal control environment to set the tone for an effective internal control system in their management style, corporate culture, values, philosophy and operating style, the organizational structure, and human resources policies and procedures. This is because the control environment is the foundation of an effective internal control system. It was observed further, that risk assessment was neither significantly related to access to bank loan financing nor micro-financing. This implies that the operating structure of most the SMEs under study either lacked a risk assessment system or rather the levels of risk assessment in such organizations had no significant relationship with their levels of access to bank loan financing. It did not however come out clearly as to whether or not the concept of risk assessment is relevant to the Ugandan SMEs. Whereas information and communication strongly correlated with access to bank loan financing (r = 0.440, p < 0.01), the results revealed no significant correlation with micro financing. Although, firms that access bank loan financing seem to understand the fact that information systems help produce reports, containing operational, financial and compliance-related information, which make it possible to run and control the business which in turn makes them credit worthy, this was not the case for those that mainly make use of micro financing. Whereas there was no significant relationship between monitoring as an internal control activity with both sources of commercial loan financing, it is noteworthy that internal control activities positively and significantly correlated with access to bank loan financing (r = 0.464, p < 0.01) as well as micro financing (r = 0.259, P < 0.01). This came out as the only internal control component that positively and strongly correlated with both sources of commercial loan financing thereby revealing its level of importance as far as access is concerned. This therefore led to the need to make an in-depth analysis of the relationship between the various internal control activities and access to commercial loan financing. These components for purposes of this study included segregation of duties, physical control of business assets, authorization and approval, and adequate documentation. It is posited here that firms which neglect to institute the required controls may find themselves in situations that result in increased exposure to fraud, regulatory authorities as well as unfavorable publicity that puts them in an unfavorable position for accessing funding. In Table 7 , findings on the existing relationship between the various internal control activities and the ability to access commercial loan financing are presented. It was noted that there was no significant relationship between segregation of duties and access to any form of financing understudy. This was probably as a result of the apparent structure of most of the SMEs that are either owner or family managed where controls such as segregation of duties are not deemed necessary. There was however a significant positive relationship between the physical control of assets such as cash and inventory and access to commercial loan financing (r = 0.445, p < 0.01) implying that the better the management of assets in the business, the higher the chances of access. Authorization, approval and documentation as internal control activities had no significant relationship with access, implying that the majority of the firms under study did not have to keep 
Internal controls
Control environment
Risk assessment necessary financial documents to boost their chances of accessing finance. While independent performance review had a significant positive relationship with access to formal financing (r = 0.493, p < 0.01). This implies that the firms which tend to subject their performance to an independent review stood a better chance of accessing formal external financing. In general, the relationship between the soundness of internal controls showed a positive relationship with access to commercial loan financing (r = 0.443, p < 0.01) implying that firms need to be encouraged to improve the soundness of their internal controls if their chances of access to finance are to be boosted. A regression analysis in Table 8 using the adjusted r 2 revealed that about 19.6% of the variations in access to finance can be explained with 99% confidence by the soundness of internal controls among SMEs. This was in agreement with literature where it was stated that most of the loans are given to enterprises that have a relatively solid bottom line and sufficient financial data that can only be available with a well build internal control system.
Conclusions
Significant differences in the application of the various internal control components were revealed among Ugandan SMEs with internal control activities more prevalent than any other components of internal controls, followed by the recommended practices in the internal control environment then information and communication and lastly risk assessment. This implied that, whereas there was evidence of application of some internal controls; some components such as information and communication, risk assessment and monitoring are not given substantial attention as would be recommended by best practice. There was a general notion that small and medium scale businesses are faced with minimal risks of fraud and error mainly because majority of the SMEs were owner or family managed, although fewer risks should not be taken for granted. This also was reflected in insignificant relationship that existed between risk assessment and monitoring with the levels of access to commercial loan financing. As a result, we call for creation of awareness of the benefits of risk assessment and management techniques as well as the value of a sound internal control system. Internal control activities were the most consciously implemented internal controls and a further analysis of the soundness of specific activities revealed physical control of business assets as the best priority area with a lot of emphasis put on safety of assets such as cash and inventory. A great deal of documentation of the transaction processes was next in importance covering documents such as vouchers, receipts and invoices. Independent performance review, segregation of duties, authorization and approval of transactions were among the financial controls that were less prevalent and this could also be attributed to the ownership and management structure of the firms understudy. Independent performance review that includes external and internal audit is usually more prevalent in large and or listed companies where this is a regulatory requirement for corporate governance. We believe that if such good practices are translated to the SMEs their visibility in terms of financial stability for purposes of bank and micro lending would be enhanced.
The study revealed that bank loan financing provides a more significant source of financing to SMEs than micro financing. There were significant positive correlations between most of the internal control components and access to mainly bank loan financing, and in fewer circumstances micro financing. The significant positive relationship between the internal control environment and access to bank loan financing yet insignificant with micro loan financing revealed interesting discrepancies in considerations between banking and micro finance institutions in providing access to loans to SMEs in Uganda. Whereas banks would require a sound control environment, evidence here showed that micro finance institutions are less concerned. Risk assessment was neither significantly related to access to bank loan financing nor micro-financing. This implies that the operating structure of most the SMEs under study either lacked a risk assessment system or rather the levels of risk assessment in such organizations had no significant relationship with their levels of access to bank loan financing. Whereas information and communication systems strongly correlated with access to bank loan financing, the results revealed no significant correlation with micro financing. Firms that seek to access bank loan financing should build information systems that help produce reports, containing operational, financial and compliance-related information. Only internal control activities positively and significantly correlated with access to both bank loan and micro loan financing, Bukenya and Kinatta 7457 presenting as the only internal control component that positively and strongly correlates with both sources of commercial loan financing. Findings further revealed that firms with sound asset control and an independent review stood a better chance of accessing formal bank loan financing. An overall view of the relationship showed a significant positive relationship between internal controls and access to commercial loan financing and this implied that firms need to be encouraged to improve the soundness of their internal controls if their chances of accessing commercial loans are to be boosted, as loans are given to enterprises that have relatively sufficient financial data that is usually a result of a well maintained internal control system with comprehensive preventive and operational controls that manifest themselves as either financial or physical control in nature. Conscious steps must therefore be taken to ensure that such controls are effective and consistent with the structural characteristics of the firm in question.
RECOMMENDATIONS
The aforementioned findings indicated that firms without sound internal controls have insufficient information to help finance providers make an objective assessment of the business capacity to pay back, and that such businesses are characterized by high risk and increased cost of capital, being reasons why SMEs do not succeed in acquiring credit from banks and micro finance institutions. It is recommended here under that:
1. SMEs work on setting up or improving their internal control and risk management systems while ensuring that such controls conform to the requirements of the international standards on auditing (ISA).
2. The installed systems should be appropriate to their structure size and organizational complexity. 3. More sensitization on the need for internal controls should done in Uganda among the owner managers of SMEs to make them better rated for financing. 4. SMEs that seek funding from banks must focus on improving their internal control environment to set the tone for an effective internal control system in their management style. 5. Business skills training and education materials should provide knowledge on the need for internal controls in all areas of business operations.
Recommended areas for further research
Considering that the findings in this study indicated that only 19.6% of the variations in access to commercial loan financing are explained by levels of soundness of internal controls, it is recommended that this study is replicated in larger scale businesses, as well as study access of
